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Tho Role of OHR in Economio Intelligence

I Introduction =~ What Is Our Problem?

The purpuse of this paper la to set forth the noture and magnitude
of the tasks which the Off'iee of Resoarch and Reports, Central Intelldi-
gence Agency, must perform to dlascharge its new mlssion as set forth in
HSCID 15, This directive cslle upon the Central Intelligence Agency to
coordinate forelszn ecomomle intelligence velating to the nationsl securily
threughout the US Government and to produce such ecemomic intelligence as
may be neecded to supplement that which other sgencies mst produce in the
diacharge of their repulsr missions. Thie paper is concerned primerily
with the producing rather than with the coocrdinating responsibilities of
OHR., : / v '

During the firat half of 1951, ORR was engaged in taking an inventory
of its ignorance comcerning the oconany of the Soviet Bloc., The main
purpose of this inventory was to eetablish a hasis for pleaning a progran
of basic research to which CHR should sddress iteelf. Such a program muat
- mpring from a clear conception of why the US Govermment necds foreign
econanic intelligence, what forelign eoonomie intelligonecs is, vhat role
ORR should play in the totel eoonomie intelligence offort, and how the
peculiar character of the Soviel econcny and of ocur information sbout it
 influences the methods that we use, This introduction 1s devoted to some
conments on these four toples.

L mmmﬁééﬁémﬁgmmm&mgmw&&mﬁmgm
nart upon sdeguate foredmm ecopomic dntellisonse?

Foreign esconomic intelllgenco serves at least five purposes in the
design of policiea to preserve ocur mational sscurity. These five purposes,
vhich should be kept conbtinuously in mind in planmning our economic ressawch
program, are ag {ollowss o

1. To estimate the pomituds of possible presant or future military
or other threats to curselves and our sllies. A polential encuy can undere
teke succssafully orly those military operatlons shich ite cconomy is eapable
of sustaining. In the very short yun, its strength may be measured in terms
of the menpower vhich it cen wobilize and the stocks of finished weapons of

cwar and military suppliss which 4t has on band. Ineremsingly in modern
times, however, militaxy potentisl for awything but the briefest campaigns
has come to dopend upon the total econamic rescurces available to a mation,
including those necessary to support the civilian econcoy ss wall as those
necessary to produce and operate the instrmenta of wer.
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future nilitary or other threat is nesded to guide us s to the over-all
magnitude of the defense offort in vhich we must engsge in order to pro=
serve cur freedoms in the event of war. , .

, 2. To estimeto the pharacter and ionation of possible present or
future militexy or other threats, Decisions which the USSR or any other
potential enemy make with rogard to how they will allocate thoir resources
linit vhat they can choose to do. If they olect to invest largely in
military installations in the Far Eoat, their potential for attask in
Burope is correspondingly resiricted. This 4e not s matter of judging
thelr intentiong but rather of seaing vhat limitations are placed on the
courses of action opsm to them in the futurse by decisions which they make
today sbout the allecation of thoir total resocurces.

3. 7To asaiet us in estimating, within the range of the possille,
the lntontions of the USSR op any other potentisl enemy. The sconomic
rasources of the enewy and theoir present distribution peimit him to
8o0lcct any of a range of possible or probable courses of aetlon. Within
this range certain sconomie avents may furnish indications as to which
alternatives the Soviets interd to pursue and vhere and when.

These indications of intentions may be very 'imporﬁani in
asslating ua to adju_st our defense preparations to meet the most probable

dangerﬂ N

4o To help policy-mekers decide vhat we gan do to Zeducs possible
or probable military or other threats by impairing an enemy®s escnomic
capabilitiss to carry them out. This includes messures that can be taken
to weaken him in advesnce of hostilities and thus delay or provent hims
decision to engage in them, as well as measures to weaken or destroy the
econemic basis of his military power should he choose to commit it 4n
general war,

Economic Intelligenece can help 4n suggesting such meesurss, in
satimating their effectivenans, snd in forecasting the enemy’s probable
reaction to them.

5. To aesist in estimating the probable development of the Zelotive
strengths of tho East and the Vet over the next few years if global hostili-
ties ars avoided, A major purpose of theso compardsons ds to gnide US policy.
mekers. The preceding four objectives ave consernsd with steps which the
United States cen take to defend itself against setions of a hostile power.

mzm
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Equelly important is the design of that pelitlcal polioy which will have
the best chance of achieving ocur objectives without hostililties. Easential
to the planning of such a policy ia the most cceurate estimate possibls of
the relative scomemic strengths of both sides.  There are equally grave
dangers in a serious underestimate and in a saricus overestimats of future
Soviet sconomie strength. Either will produce policlsoa more likely 4o bring
on war than will an sccurateo egtimate, The evaluvation of Seviel strength
implicit in various of the propoeals for US policy now baing advanced in
this country veries widely from greal etonomic wesknesses to very consider-
able sconomic power. A prime gosl of authoritative eccaonic intelligence
is %o provide the Information that will nayrow the "guess ares.”

' All the studies that ONR produces should mﬂa@ an awarencss
of thess objectives of sconomic intelligencs. . :

Briefly, sconcmic intelligenmce in intelligence relating te the basic
productive rescurces of an ares or political unit, the goale apd objectives
vhich thoge in control of tho rescurses vish them to serve, and the ways in
which and ths effectivenens with which thess resourees are in fact allocated
in the sorvice of these various goals., There are a mmbor of confusions es
to the nature aml limita of economic intelligence which eall for elarification.

1, In the first place, there is sometimes a tendency to regard the
vhole of sconomic intolligemce as encompassed in 2 move inventory of avail-
able resources of labor, rav matorisls, and instrumsnts of produciien. Thia
inventory is & necessary part bub only a part of the total sconomie problem.
n inventory of resources by itself without an wndersianding of the goale
vhich they are designed to serve or of thse methods employed %o allocate them
in the serviece of those goals oan tell vs litile zbout czpavilities, vnlner-
abllitien, or intentions. The Allied Powers have a tolal atesl capacity
vhich is more than four times as great as that of the Seviet Bloe, but such
a comparison is highly misleading. For the United States to achieve its
minimum goals, even in a time of erisis like the pressnd, stesl must be
allocated to many uses which the Soviets rogord aas of low or negligible
priority.

Furthermore, a modorn economy iz characterized by a highly
conplex web of Intercownsetlons among its various parts. The capacities
of the sconcnmy may be linited laosa bty the over-sll availatdlity of rescurces
than by e failure to keep all the complex interrelations in balaree. Thus
tenk production, for instance, may be limited not cnly by the awailability
of eteel from vhich to marwfacture the tanks tut also by the steel avallable
to moke the ralls and the freight cers necessary to carry steel frem steel
plants %o tank plants, or, more vemobely, by the steel required far the
machipery necessary to mine the coxl to cpsrate the rallroada. Thus
economic intelligence must be as much concerned with the goals which rescurces
are to serve, and the ways in which they ave related to each osther, as with
the physical inventory of the resouress themzelves.

: : - -00022R000200070006-0
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2., Another problem relates to vhere ecsonomic imtelligence leaves
off and politieal, military, end selentific intelligenne begin. Iince the
social organism is a whole and these ways of dividing 1t are scmevhat
arbitrary analytic inventicms; precise limes between tho segments ave
impossible to dvaw.  Ir very rough terms, sciontific intelligence follows
the progress abroad of new scientific ideas through the research and
development phases. When these techniques and methods begin to be employed
broadly in productlion, thoy become the province of sconomle intelligenco.
Hilitary intelligence is comcerned with the character and cmpacities of
the military establishments of foreign coumtries and with foreign targete
- Por eur own militery offortw. Where the charscter of the military establishe
ment depends upon rates of production or vwhere the target of our military ‘
effort is the economy of tho potemtial enamy, the lines betwsen military and
sconenic bocons blurred. The cutput of fimel military equipment and the
physicel targets om which our militery forces must concontrate are clearly -
a prime concern of military intelligence, On the other hamd, sconomic
analysis is required to poriray the complex nexus of economie support on
wnich military production depends aend to pursue the soomomic chain -
;f:&acticm vhich might result feom the destrucilion of particular producing

acilitien. ‘

The everlapping betusen politiesl and economic intelligence 4a
even greater. Onoe of the best ways of studying the gosls vhich a collectis
vized state wishes ite economy %o serve is %o examine the institutional
machinery that it establishes to guide economie procosses. Thus ecrtain
of the institutions of government, sltheugh in 2 sense politicel phenomema,
mey have profound econcmlc significanss. On the other herd, economic condie
tlons are of course an important determlnant of the attitudes, loyalties,
and compositicn of politically importemt groups. In these borderline areas,
it is the purpese apd objest of investigation rather than the diseiplines
employed that determine vhether intelligemes is properly to be termed economle
or political, .

‘ 3o A £insl point of importence which the snalyst must keep in mind
is theid evonomlic intelligence is not alwaye the same thing as sconomle
infermation. Even the most bacle economic intelligence should slumys bo
prodused inm relation to the noeds of seme imtelligence consumer. The Ceniwal
Intelligence Agency is charged with producing foreign econemie intelligonce
relating to the rational security, and the consumers of its product are
thoas US Government officisls charged with guerding the pational security.

A vast smount of information = indeed, sluwost ell information == about
foreign economies may be relevant to national security problems, but it is
not econemic intellirence until its relevance to those probloms is made clear.
It 1a the fumetion of intelligence not to pursue kaowledpe for its own eake
but rather to throw light on the probalde conseguences of present cr future
netion.  Though the imtelllgence analyst is not a policye-meker, ho mpst
constantly strive to keep in mind the relevance of infurmation to poliey
probvlems, which alone can transform inmformation into intelligence.

m&“
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Veuy US Coverumsnt agencics are engaged in the production and
collection of foreign econcuic intelligense. Therefore, we cannct
determine our program of research on the basia of the foregoing atatement
of the purposes and mature of econcmic intelligence alcone. Woe mmet alse
consider how our activities can be made %o reiuforce rather than to
duplicate the great amount of work which others must carry on in the dic-
charge of their own miesions, Our recont survey of foreign econwmic
" intellligence throughout the US Goverrmont suggests a mmber of ecnslusions
as to what the focus of ocur activities should be,

. 1. Firgt, our survey revealsd that one cf the most urgent needs

of the Covermuent is for some central spot vhers ell the sconocmic
intolligonce collected and produced throughout the Covermment can be brought
together and focused on national security lssues. In recognition of this
need the National Security Council has divected that the Central Intelligence
Agency shell perform this coordinating functlion, Although this paper is
directed st cur production program, cur plans for intelligence production
vithin ORR must take full account of these coordinating M@pomimuties
which go aleng with cur substantive effort.

2, A second conclusion of our survey has been that the ares most
in need of substantial additional acononic intelligence effort ia the
Soviet Bloc. - This is partly bscause the Irom Curtain has mede accese to -
Soviet economic intellipence more Aiffisult, partly beseuse tho Soviet -
econonic potentlal is perhaps the most criticsl key to cur naticusl segurity,
and partly bevsuse, for a variely of vessoms, the ecconcmie potentisl of
other arcas erueial for cur pational scowrity, such as Vestorn Burope, has
bsan much more extensively studied. The mature economies of Westerm Europe
have long been an object of study by both acedemic ard governmental
economisis. Tho Eurcpean Recovery Progrem has stimnlated intensive analysis
of the characteristics, needs, and prospects of the Marshkall Plan countries.
Thus the economie research effert in manshours directed at the USSR and ite
Satellites has beon vastly less than that applied to Western Burocpe, although,
because of the Iron Curtein, the effert required to produce comparable under
standing iz mony times greater. Tor these reasons, we have concluded that
the principal effert of CER in inmtelligemee production must be focused for
the immediste future on the eccmemic problems of the Soviet Bleo.®

3. Yo began this ressavch effort with an inventory of cur konowledge
of the USE itself., Thiz, of ccurse, is only a part of the problem. The
econonieca of the European Satellites, whose ananlysis was cur gscond dask,

% The Soviet Mloc excludes Yugoslavie and Finland and includes the Buropean
Sateliites (East Germany, Eagt Austria, Poland, Czechoslovekia, Mumenis,
Hungary, Bulgaria, and Albania) end the Bastern Satellites (Gmmmist China
and Commupist Eorea).
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are likewlse orucial %o the Soviet sconcmic potential. Recent events
have highlighted the importance of China to our estimates of Soviet
strength and intentions. A final source of Soviet strength, which must
be another object of our efforts, is the rescurces that the USSR eould
draw upon either now or as a consequence of future develepments outside
‘the present boundaries of the Bloe,

4o A £inal weskness of the intelligence effort as revesled by
our inventory is that the demands which have been placed om the limited
mmber of analysts working on the Soviet economy have bassn so frequent
and Insistent that analysts have had littls or no time to do the baasiec
resesrch necessary to supply answers in a confident and anthoritative .
form. If cur effort 4s to be useful at all, it mst be on a sufficient
scale and of sufficlient depth to provide 2 mush firmer faetual founda-
tion for the estimating process than sconcmic intelligence has been
able to produce in ths past, : X

There are a mumber of special characteristics of the Seviet economic
intelligente problem vhich shape in important ways the methods that san be
uaed to study it. These are not, however, all characteristies wbich meke
the problem mors difficult than that of other aress. We may coneider first
some of the things about the Soviet economy which simplify our problem and
then look at seme of the factors which make it difficult,

1. The fast that the Soviet econcmy is centrally planned to achleve
the goals of 2 small group of men acting collestively facilitetes analysls
elormously. In the free economy of the United States the tastes and desirss
of 150 million different unpredictable people all have an influsnce on what
in fact cceurs. The behavior of major secters of the economy is grasatly
affocted by the individual plans of countless consumers, each with a
different and somewhat unpredictable quantiteiive weight. In the USSR there
iz one Bet of plans whish dominates all others. Thus it is only by in-
advertencs that anything can ocour which, from the point of visw of the
master plan, is irrelevant or unimportant, This makes the second job of .
econczic intelligence described above - namely, the elucidation of the goals
and objectives which those in contrel of rescurees wish them to Esrve - a
great deal. easier. Almost anything thet happens can give us some clue.

2, A related point, true to some extent of svery econcmy btut
egpeclally true of the Soviet, is that everything deperds on everything
else. The interconnectedness of the economy and its subservience to the
master plan mean that there ars many different ways in vhich an economic
fact can be ascertailned. Steel production can be estimated directly from
svidence as to the location and eapacity of steel mills or indirectly from
evidence of the manpower employed and of the ironm ore or cosl or alloy metals
or other inmputs available, from the total output of all the products made

06-
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with steel, or from the capacities of transportation focilitics serving
the steel industry. The lack of direct evidence on some of the things
that we most want to know, as revenled in the resulis of cur imventoyy
of ignorance, empbasizes the very great importance of glving priority
to the interrelaticns of the parts of the economy., Thus the third task
of economic intelligence, to explain all the ccuplex ways in which
resources are in fact allocated to wavrious usss, is peenlisrly casential
to tuilding a consistent pieture of the Soviet SCONNY o

30 A third fact that shapes our methods 4s that technolegy and
the lawa of nature are no respesters of iron curtains. The Soviets de
many things differsntly from the way in which we do them, tut in many
other things they have no choice btut to follow the only indusiriasl
tochnique that exdete. Thus the clectrolytic process which produces sodium
bydroxide and chlorine inevitably produces them in the seme ratio inm the
USSR as in the United States. Ve can lesrn many of the teshniesal limitae
tions on what they sre ahle to do from a study of US industviel practicen.
But this must be dore with care, since we lmow that 4n some cases the
Soviets appesr to be incapable of applying our technlques even vhere they
Imow aboubt them, whereas in other cases they have devised superior methode,
Neverthelesa, with appropriate caution, useful firet spproximetions ecan be
reached by the camparative method. :

One implication of thia for research plans 1s that there mmuat
be present in our work s mueh hoavier doss of technlcoal =md enginearing
thinking then is customary in econcmic studles.

&o A characteristic which has advantages and disadvantages is that
prisces, marksts, and money flows, the steck in trade of mwh ecomomic
anelysis, have limlited meoanimg in the USSR, Wo are gpared the uncertainties
of the capitalist business eycle, end monstery dislocations are of little
gignificance. On the other hand, we are largely dsnied the benefits of
money as & comon measure of otherwise incomensurshle setivities. Most of
our thinking must be not in terms of rubles but of tons and tushelas and
bales, of mumbers of machines of inmmerabls diffevent kinds, of caremilesn,
kilowatts per hour, and the like. To =dd all these things vp to an index
of capabilities, we muset concoct our own common measoring rod, a task of
no emall complexity.

5- On tho negative side iz the obvicus fast thet information :
currvently coming out of the Soviet Bloe is very limited indeed. This doss
not mean, howsver, as is sometimes concluded, that our inowledge 1s
inovitably correspondingly limited. Radical seonemis chenges do not ocecux
overnight even in the USSR, and information on earlisr poricds 48 a good.
deal more abunmdsnt. Plecing this togother with vhat we are getiing now,
exsreising aome ingerulty in making inferences from the kpow sbout the
unknown {through the Interrelations of the economy), and dirseting the

NV"
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eollaction of crucial missing pleces of information through the chennsls
available %o ue, 4t is possiltls to pubt together a suwrprisingly reliable
picturs. VWhet the searelidy of current inforaatiom meane is mot that

we are condemned to ignorance about the Soviet economy bud rather that
‘o find out what we need to know takes s great many wmore hoirs of paine
avaking research, of imaginative interpretation, amd of fitdting and
adjusting than would he necessary in the atudy of an open economy. The
documentation of this conclusion is to be found in the sgtinates of
research time required which were compiled by the various divisions -
during the course of the inventory.

6, A4 fina) charsoteristic of -hhe Soviet problem iz that bscause
of the costs end difficulties of colleciing infommation, much more time
and thought must be devoted to determining vhet pleces of edditional.
information would be most revealing if wo could securs them. This
polnt should not be overemphasized. As the inventory diaclosea, the
Anformation required to give the answers thut we nesd about a good many
subjecta 1s bolieved to be largely available in Wasghington. 1In those
cagen, what is nosded in principelly much more intensive mining of a
rather lowegrade ore. In other ceassa, however, field collection appoars
to be the only way of filling In certain critical gaps. In studying
&y opun econoty one would morvmelly ask for much more information than
one axpocted to use snd then sord cut the useful perts when 4t camo.
When the cost of Informsiion in money and lives is high, however, much
more carefnl coasideration must be glven o which pileces of information
are the vital ones. Ouno of the weincipsl responsibilitica of CRR i3 %o
give this kind of guidance to the information acllesting agenclas.

The couplderations set forth in this intradvetion do not detemina
the details of cur reseaych progrem or of cur methed of tackling 1%, tul they
do provide s framevork of idess within which the rescarch program muy bo
carried forward., Tho next tosk ia to opell oul method snd vontent scmevhat
more pmeiael;zn

JIi, General Methods ~- How Shull We Go about It7

ras. R the clsmorous, mmmmmm e atudy.

The coniral question of how we shemfl.d alloeate cur time has alvesdy
beon referred t6. The problems to whose soiution we are asked to contribute
ars very urgent. Evenie will not wait for the orderly, patient, exhaunstive
regearch vhich alone can glve satisfactory answera to these problems. If
we wors to devole ourselves emelusively to mmassing sll the facts wo need,
vwe would have to tell bharried policy-makers that wo venld bo gled to advise
them - beginning in aboub 2 yeurs. Ve neither should nor can mt*{g in en
ivory towor that lomg. Iwven if it werc possible to devote curseives
mluaively to exhaustive and encyclopedic studies for the noext 24 montho, .
it is highly likely that at the end of ithat pericd many of the problems

“3”
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thet wo wonld bo esked to help with would heve tshanged so that our results
would no longer be particswlarly appl.‘{cablee

On vhe other hend, if we aucamnh ccapletely to the very real prepsure
vpor us to answer all current requests for prompt infowmatlon, we vill never
have any information better than the slim fragrents thabt we can novw supply.
Thus cur dilema is, in a2 senss, vhether to be encyclopedie and irrelevant
or operatlionsl and incompelent.

Cleaxly tho only telerable solutlon ia a eompromise between these
tuo extrones. We must tyy to answer the most importent of the problems pub
4o us from day to day as quickly snd as coopetently as possiblo. Bubt we
mst regserve a major part of ouw energies for improving the foundatilon of
knowledge from which better quick answers can be given.

The pecassity for this compromise has twe further implications,
The first is that it is possible Yo pureue this twofelid cbjestive only if
ws have a certain ninimum of research resvurcss substendtially larger than
that which the US Govermment has allceated to these problems in the past.
This minimm we are on the woy to assembling. '

The other implication of our compromise ism thai since we cannot hope
to have emough resources fully to explolt all the avallable information about
the USSR, wo must be very sure that we use our scarce yescorch rogources o
411 In those arsas of our ignovance whlch most sericusly 1imid our estimative
ability. Wo must concentrate cur Scarco manpover on finding oulb those things
that the US Government needs to lmowr most. The identification of these
priorvity arcss 18 ome of the most pusmzling problems fasing intelligence.

B.  Doi.do.we.deterning basle reatarch pricritisn?

1. The most seductive mnsver o this question is contelnsd in what
we way esll the "botileneck fallacy.” Since econemic warfare, eold or hot,
was first thought of, sconomists have sought for the botilenosk, the single
eritical ilem, the k@y facility without which the eney’e nilitery econcy
vould collapae, The histary of the search for sush bottlepecks is 2 record
of fsllure, confirming the econcmistls faith that, given a 1ittle tiune,
ragouress ave highly substitutable for one avotlicr, This doecs not moan that
econcaie warfare 1o bound to be inmsffective. On the ventrery, the very fmob
that resources are interchangeable means that to deny an encny any Tesource
iz to weaken direetly or indireetly his military potentisl. This is parti-
cularly true in an sconomy whiech, like the Soviet, has for yeurz been directed
toward a single set of goals. Any economic activity recognised by the EKremiin
a2 not essential to these goals would have been abandoned long sines, Thus
vherever wo moke an econcmie attack upon the USSR, 1% is 1likely to hurt. Bub
it is a delusion Yo expect that o limited etieck upon & ensll segment of the
Soviet sconemy will cripple Soviet stremgth. It is not the cepacity of a
particular facility or the aveilabllity of s partisulsr cmmodity which
ultimately limita the copabilities of tho Soviets so much as their total
resources end thelr abillty to ovrgenize then effectively.

- P
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This doss not mean that all things are cqually important. The
aselection of the more critical commeditles and industries is cone way of
cutting the problem down to size, But when one has done all the pruning
poesible, the nmumber of critidal sectors of the econcay vemains %oo great
to tackle them all oxhsustively al once. v

: 2. A sccond method of determining prioritiece for research 13 to
see whot besic research would be woat relevant to the preblems to which we
are being asked to give current answers now. The dangers in this problems
gpproach to prioritles ere cbvlous. It leeds one alvays to concenirate
onels rescarch on yesterday!s rather than on temorvow's problems. Bagic
rosearch, by definition, tekes time. The problems which may be urgent
when the basic rosearch thalt we start today is finished canmnol be clearly
forsgeon snd aro almost certain {o be different from those which are

plaguing us now.

1"1,1:"&',11+:arzn<3:e:~snﬁ any attempt to list even the most urgent of the
problems facing us st the momend reveals how many there are end heow much
of the total world ecconomie pieture is velevent to their soiution., 48
part of our study of forelgn economic intelligence for the National Sewri‘hy
Council, the Cemiral Intelligence Agency sttempted to cutline the require-
ments for such intelligence in terms of current problems. A very inccumplete
gample yielded a list of 42 top priorilty problems, scme of them es broed &5 -
the total militery potential of the USSR,.¥

Again, we cannot wholly dispard this criterion. We nma'*c Ty to
foresesc tomorrow's problems and gulde our research accordingly. There are
some aspects of the Soviet ecormomy which wo can teke the risk of neglocting.
But we must do a broad enough job to hedge ocurselves somewhal againat the
orrors in cur own forscasting.

3. A third possibility is to take some aspect of the study of each
comnodity and concentrateo on that aspeed alone for all commodities across
the beard. Thus one could take some section of the Cutline for a Bamio
Commodity Study used in tho preparation of the inventory end £111 in that
asection for every itenm first, leaving other sections watil later. Ono could
devote the entire energies of (RR to the study of requirements, for exsmple,
or Yo techaniques and methods of production, or to tho organ.a,mtian end plams
for each ipndustry, or to lovels of oudlput, or to some other acpesie

This princip.e of gelection ls almost certain to be wnsatisfaciory
by ilself, gince the ansvwers to moet of the quosiions which pollcymke?s are
golag %o ask invelve putiing together all of the parts of & baslc study to get
at the conclusion. Thus an egtimate of capa,mlltma requives an ostimate of

it "FO"‘(-).’I&:E Econonic Intelligonce Requivements Relating to the Hatiensl
Seeurity,? Appendix B to Momorandum for the ..mwllwez.ca Adviscry Coamittee
frem the D:Lrec?;m of Central Intelligenco, d&m& 31 May 1951.
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availability vere to be ocut by our action to a point far belew requirements.
If the design of a basie study is properly dravn, information about all the

parts of that study ia required to arrdive at conclusions, and no single part
can be left out entirely if satisfactory conclusions are to be reached.,

4o The investigation of each of these methods of de
priorities on our research time leads us back to the unacceptable oonoluaion
with vhich we started e namely, thet the eneyclopedic and exhsustive

or the rescureces to carry through this number of systematic basic stuites
from beginning %o end, How, then, can we resolve this puszling dilerms?

The enswer is suggested by looking at the present state of o
knowledge., What ws have Just proved is that wo need to know something abeut
most aspacts of most sectors of the Soviet economy to make a sensible estinate
of capabilitics, vulnerabilities, or intentions. But we have not proved thet
we muet know everything about every aspect. What we already lmow permite us
Lo set certain outer limits to the area of the possible. We know tha Boviet
Union 1s g% loast capable of sertain winimm actions, and we cen set certain
coilings on vhat they are g% nost capable of. Our problem is to bring the
“at least® and the "gt megt closer and closer together. This calls for a.
research progrem guided by what we may call the method of successive
approxinations, '

C.

lay out in peneral terma the specifications of what you would like to Ymew.
What 18 the list of all the significant industries, cemoditien, and services
which should be studled, and what are the priveipal problems about them vhioh
wo would like to selve? This wag the first assignment in our inventory and
resulted 3n the ocutlines produced as a guida to it.

2s  The geeond step 1s to see how much of the outline you can £i11
in and vith vwhat degres of precisicn, Thie will reveal that our information
about some aspeots of each of our problems is better than our information
sbout other aspeets, It may not be very zcod. The best infozmation that
Wo possass may have & very wide margin of error, btut other parts of oup
outline will be 8till weaker, Our inventory was designed to btring us through
this second state = to tell ug vhat we kmow and what we do not know abort
sach of our major problems with respoct to the USSR, I% has revealed vhat
i1t vas intunded to show namely, that our ignoranse of certaln important

- 1] ~
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3. The third stage of our Method of Successive Approximations is
to concentrate cur most earnest efforte for a brief period on the importent
parte of our problem vhich we know least about. Thie does not mean that we
veck authoritative or final answers in thess areas of ignorance but merely
that we focus on them until our knowledge is brought up to & lavel equal to
or somewhal batler than our knowledge of the other parts of the pioture.

4o Whon we have been working in thias manner on weak spots for a
pericd of 2 or 3 or 4 months, we mst atand off and teke another look at
whore we ere then in relation to the total outline. The weak spots may
8t111 be weaker than anything else, or we may have gone far enough with
then ao that, althongh we still do not lmow muoh about them, they will be
in botter shape than vwhat formerly was our best evidencs. IFf our second
over-all look reveals this to be the case, we must tackle vhatever other
sectors of our problem are now the weakest, not again with the notion that
we are going to find out everything about them, but only that we are going
to work on them wntil our ignorancs of some other matter requires more
preseing attention. In this business, knowing a 1ittle about a great many
things is llkely to be more helpful then kmowing everything about a very
fow things and nothing sbout others. Fach substentisl drive to eover an
arsa of ignorance must be intensive encugh and subtstantial enongh to permit
us to make resl progress toward solutioms and not merely to hold our own.
On the other hand, it must not be pursued with such perfectionist zeal that
we neglect other areas in vhich our ignoranse may be only slightly less
serious,

- 5, In summary, the Method of Successive Approwimations involves
& repeated cyele of review and exsmination, planning, and several months®
production followed by another review in the light both of progress and of
changes in the character of the problems to be solved. We have devoted a
goed deal of time recently to the review and planning phases and are now
launched wpon & production program, Sometine in the fall, another cycle
of review and reexamination of plansg will be ealled for,

Do

In dttempting to apply the Mothod of Successive Approximations,
certain common problems and difficulties arise whioh are worth a trief comment.

: 1. A psrticularly bothersome problem is that the things which we
know least about, and thus the things vhich it is mest important to study,
are likely to be the things on which we have least information. In general,
We lnow more about rates of production of important cormodities end produste
in the Soviet Union than we do about patterns of distribution of those
products. This is partly because much more evidence is avallable on rates
of production. The temptation is to study the material that we have and
drew such generalizaticns from it as it seems to contain,

-12 -
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In terms of getting answers to our vital problems, however, ws
cannot permit the available evidence to dietate the nature of our
too cumpletely. Several weecks spent searching for every possible wvay to
button down an {1lusive fact by dngenious reasoning from other related
facts, by working out limits on what ita megnitude conld possibly bs from
vhat we kmnow about other parts of the econcmy, or hy lsying on colleetion
requirements may be worth many times the seme gmount of time deveoted to
extracting, setting down, and presenting all the faots that may happen to
be in a given body of documents.

Both methods must be employed. Until we have systematiocally
exsmined the availables material, we do not know what can be got out of it,
But the materdal available was not designed to answer our qusstions, and
it mst be made to be the servant of our investigation and not ita master.

2. An irriteting feature of the Method of Suctessive Approximae
tions 48 that it may well involve us 4in going over the same material sewveral
times in search of the answere to a serics of different questions. This
repetition Is unfortunate and ean be avoided to some extent by Investing
some time in indexing end abstracting, either bty ORR enalysts themselves
or by an expanded staff in OCD. If, however, we axamine exhanatively all
the materda) aveilable to us for every implication that it contains the
firat time we study 1%, we will not eomplete cur investigation for many,
many montha. It ie unfortunate that research by the Method of Successive
Approximations involves some waste and some repetitdon, but it is better
than being able to produce no answers wntil 1954,

3. The natural instinet of the researcher who has plenty of timo
is to follow the logloal process of trying to tuild up a ploture of a
whole sector of the econcmy by firat getting an idea of each of its smallex
ccmponent parts, Thus the logieal way to estimate the value of resources
used in chemieal production is %o find out what rescurces are used in the
production of each of the many different kinde of chemicals, Again thias
logically involves breaking each particular chemicsl 4nto the quantities
produced in each specific plant. This suggests that the first step in
angwering the over-all question is to try to identify all the physical
producing facilities and their capacities and rates of operation. In margy
canes, however, a first approximation to the aggregate figure ean be achieved
by short cuts which avold the necessity of knowing vhat 4n detall 1t is made

up of,

Thue one cam atart, for example, with total rescurces engaged in

chemical production in the United States, or in the war economy of Nagi

» 88 a proportion of total resources. One ean then eonaider known
respects in which the proportion in the USSR must deviate from these examples.
Soap is rare in the USSR, and every household does not have its DDT Bpray.
Such estimates of the whole before you know the parts usually have wide
merging of error, but when current problens are pressing, they are frequantly
better than nothing at all.

- 13
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. b Finally, for this method to be effestive, 1t should ideally
be applied not eimply to ORRig scheduls of research o
of the US Govermment as a vhole, Our delinestion of areas of immorance
should be on g Govermmem wide basis, and opr production to remedy theas
veaknesses should be rlanned in collaboration with other agencies go that
we do not all concentrate on the same 8aps at once. As the Coordinating
part of our activities progresses, it ahoulq be closely integrated ity
our produstion mo that the Govermment ag a vhole may approach more rapidly
an adequate uderstanding of the Sovi

of the thres funiamental aspssts of the Sechomio problem desoribed
at the begioning of this paper w. namely, the estimating of the Productive
Tesources of the éconamy, the mderatandiug of the goals and objeotives whieh
:gosa in oontrol of the resources wish them to Serve, and the vays in which
&

An attempt 4g nade in this section to suggest what Seem 4o be some
of the most serious wesknesses in the present Imowledge of R as revealed
by our inventory, Eaen of thess wealmosses 1s drayn from a different way
of looking at our problem, Thuas they are not comensurahle with ¢ach other,

ways of alioing that Problem into itg pleses. Indeed we must be constantly
alert for still other vays of “ubdividing the lasues £o be tackl s vhich may
throw more light on certain of ey questions than aay of the ways we have

made in this Sectlon apply in different degraes to different branches of (RR,
Thmmcerbas.nwealmeasee that appeartabegsmerauqrprevalent in much of
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var work, but thelr relative importance waries widely from branch to
branch, . ’

Pinally, in plaming our work 4n sush a way as to limit the areas
of lgnorance described bolow we must make full allowance for the ressa:h
and production plans of other agencies., 8Sines whet follous has not bean
discussed outside the Central Intelligemce Agency, cur plans will pra-
sumably e modified somewhat as a result of discusaions in the Economie
Intelligoncs Comitiee as %o the plana for intelligsnce production
throughout the Government. :

B. Jhe need for more o

{n mout mectors of the sconcny we appear to Inow a good desl more
about the resources and facilities of the Sovist Unicn than we do about .
vihat the Soviets are trying to do with those resources and facilities.
Broadly speaking, we believe that they ave trying te dovote them to the
inerease of tholr military strength, tubt we cannol go far beyond thias
maater geunerallization into whatl products znd uses are ragurded ag mesh
Inportant, what will be glven priority in the event of o shortfell, and
why, and vhat goale and objectives will shape tho fuiure develepment of
their economic program,

¥We have, of course, s seperate branch vhose funcublon it 48 to study
sgontmie organizations and prograns as such, mt the effort noeded in this
field ie moch broader then a single branch can make sud much move intimately
tied in vith the problems of each of the other branmchas than might at first

APLoar.

Supsrficlally the problem of how we go about the study of goale
end plans ig g difficult one. The USSR has published S=year plane in the
past, but there is consideratble doubt as to whether it will contlious to
do this in the future. In any case, these plans have sentained only the
tiroadest sort of production targets, with no analysis of the reasons for
then or of thelr relative priority. In this case, as in many others,
hodaver, we can learn much more by indirection and fnference than at first
APPORTS.

An the first pleee, the plans themselves have many isplications
which need further study. Ovals for a series of interaunnected comodities
such as ecoal, steel, railroad equipnent, ete., can be studied to see how
the pleces fit together and what thoy imply as %o the dasired pattern of
use of resources. v

In the second place, we can learn a great deal about the plans and
gonla of the Soviets from the structure of the organization set up to achieve
them. The ministries established; the breakdown of fumeticne within theaas
ninigtries, the distribution of authorily between Moscow and regionnl

SoE-maR-E;%
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hsadquarters, the kinds of psople appdinted to handle the various jobs
thus defired, can all give us much Anformation about vhat the USSR ia

trying te de. '

Finslly, as slrealy pointed out, we are helped {n this investigation
by the fact that sverything that happens in the USSR is intended to eontribute
to the central design. The study of all kinds of events can thus give ua
hints which can be pieced together into a pioture of what the authorities
ara frying to do vith availatle resourses. Information on diversions of
materisl from one use to another, priorities on transportation, marked trends
in the production of particular commodities, exhortations to werkers in
particular areas, and literally thousands of other things of vhich news
reaches us give us clues in putting tegether the pattern of Soviet economic
plans. .

The pattern will not emerge automatically, however, from a passive
examination of the materlal. Ve must sesk the answers systematically by
initiating special projects on Soviet organization, on Soviet plans, and
on Soviet goals as revealed in evente. This is one field in which many
of our branches need to concentrate a larger part of their efforts for the
time being than they have done in the past.

C.

A related but different wealmess is the lack of adequate attemtion
in the past to economie indicators of the military intentions of the USSR,
We have baen talking above of the general economie goalas of the Politturo
and the elucidation of what the Soviets are trying to do with their totsl
resources. We can look at the same problem from the other end, examine all
of the alternstive courses of military sction open to them, and then try
to see what observable sconomic events would take plase differently today
if they were planning ome course of sction rather than snother in the future.
The evidence to be examined in ansvering this question will, in most cases,
be the same svidence that we have bson examiving to estimate oapabilities,
What we nesd is to establish same machinery for periodically foousing cur
minds on the evidence looked at from this peint of view, 4 eontiming office
project designed to do this is being plamned.

0@ _neec lor more study of the rglaticons among industyries

Partly because ORR 18 organised lurgsly by industries, gsommodities,
and services, there is a tendensy for us to concentrate too heavily on
techniques, facilities, and rates of output in the separate sectors of the
econony and o pay too little attention to the way in which they are related
to each other, This shows up in ocur inventory in the great relatlive wealmess
of thome parts of the papers which call for informatiom en the denands of one
industry for the products of other industries or sectors (input requirements)

‘ SEL-Rfel
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and those sections devoted to the pattern of distribution of en industry’s
output among other industries or final consumsra.

This wealmess is particularly serious because it 1s not urdque to
ORR but is common throughout the intelligonce commmity. Other agencies
likowise are foousing thedr attention on individual facilities and their
productive capacity. As suggested earlier, howsver, the capabllities amd
sopueially the vulnerabliities of the Soviet economy probably depend muoh
more on the efficlency of the connections between $ts paxts than on the
Tresourses avalleble In any ene sector,

Like all of the Judgments of this geotion, this is an estimate
of relative and not of abselute weakmess., Some notion of how mush of &
comnodity is produced is clearly & prevequisite to an estimate of where
that production goes, though in aotunl analysis it 1s frequently possible
to reverse the logle ond estimate rates of production from vhat wo know
must be the distritution. Thus it may be very useful to try to estimate
the consumptlion of electric power in the chemicals industry before we
have firm evidence om either the total production of eclestiric power, plant
by plant, or ths total production of each of the wany gpecial kindg of
chemicels that requive eleotric powsr in their mamafacture,

There are many ways of getting at an estimate of this kind indirectly.
One can take parallel experiencs in e mumbey of other eountries, noting the
correlation of this flgure with other quantities that esn be observed in the
USSR. One may have information about the general geographic lecation of
production and the character of the powsr grid serving these aress, Margins
of error in this kind of calenlation are usually very high, btut it msy be
poesible to set limits on orders of magnitude which bring our ignorance about
these factors balew the level of cur ignorance on other matters.

There are various ways in which our efforts on interinduatry relations
can be intensified. In the first place, in basic studies on particulay ,
industries, cwmodities, and services, more attention can be padd to estimating
input requirements and the dlstribution of output. This, howsver, is not
11ikely to be enough. The evidence on these interindustry problems, from thaie
very nature, can best be assembled by examining both ends of the interindastry
pipec %Thia mesns that the alumimm csonsumption of the aireraft industry is
a problem for both the Alreraft Branch and the Nonferpcus Mptals Braneh.
To Insure that a spotlight is turned on sams of the more important of these
interindustry problems, it is proposed that a mumber of Joint projsots be
set up to make estimates of this kind.

As the number of sectors of the econany involved in such an inter-
industry study expards, it becomes the concern of noat of (RR, We bhave
initlated one project, the study of the pattern of utilization of energy

i Eiaourcea in the USSR, which will require contrilutions frem virtually svery
anah., )
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Our inventory reveals that we are almost totally ignorant as to
the burden placed upon the econcuy by specific military operations of vaerions
kinds. In a sense, this is a special instance of the general peoint just
discussed. Military operations can be conceived of as a consuming asestor
of the eoonomy. The relations betwesn military consumption and the indusirien
and services which supply it can be regarded as one of the most importand
cagsa of interindustry relations. Here what we need to Inow goes beyond the
actual distribution of products and services to military use at the prescnt
time and encompasses a study of what that ddstribution would be under
various alternative assumptions as o the nature of possible future militaery
operations. This clearly is a kind of study in vhich the military intelld.
gence sorvices must play a major role.

- Vo should look to A~2, G~2, and ONI for estimstes of the velune of
military end iteme required for and eonsumed in probable operations of
various kinds, The burden vwhich these rates of consumption of mem, mmie
tions, weapona, and supplies place upon the producing facilities turning out
the final military product is a problem which the militery intelligonss
services and ourselves will have to work out Jointdy. -

: As ve move farther up the chain of production, poing from tevks to
parts to steel, fram planes %o instruments to vacuum tubes, from bambs to
TNT to ammonia, we move into areas where the responsibility rests squarely
upon us. Thus in the fleld of interindustry relations generally, special
importance attaches to the relations between industries which direcily o
indirectly serve a military effort. Our role in the analysis of weapons snd
srmunition sheuld focus especially heavlly tn what it Lakes to meke these
things and thus on the implication for the rest of the economy of whatever
levels of military ocutput the defense agenclen estimate ave needed for vurious
types of military operations,

Fo

This de dlscussed in detail in the reports of the separate divisions.

Broadly speaking, as might be supposed, owr principal geps in (BR are in those
areas vhere we have had no analysts available to vork on the problem. Saveral
-are urgent and cutstanding, For example, we have no satisfactory analyace

in tho Central Intelligence Agency of the general field of construction of

all kinds in the USSR, This is important for many reasons. Construetion
absorbs & very large volume of resources » Places a heavy turden on the
transportation system, and is an important requirenent for military installa~
tlons of all kinds a3 well as a prerequisite for industrial expasnsion,
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Another outstanding weakness 18 in the communications field. The
technical alde of this problem 18 wellw=covered by OSI and other agencles,
but the relations between communications end all other industries are zlmost
uwitouched. This includes an analyeis of the requirements laid upon the
sommunications network of the Soviet Bloc by the needs of the Hloe's eccnomis
systen, as wsll ag of the volume and character of Soviet resources required
- to suastain and expsnd that network,

fnother broad field of serious relative weakness ia the avalysis of
the industries producing military equipment, including ships, airoraft,
tanks, ordnsnce, and ammunition. As alreedy mentioned, seme aspsets of those
industries are covered by the military imtelligence ssrvices. DBut the burdens
that they place on the rest of the econcmy,and, on the other side, the limitam
tiops which the rest of the economy imposes on capabilities in these fieldas,
their vulnerabilities to the interruption of the supplies that they need, and
the indications of intentioms that we can derive frem their peculiar require~
ments are all matters on whlch we must put more emphasis,

Go

Many of our estimates of Soviet capatdlitics and vulnershilities are
based upon the assumption that the Soviets are using methods similar to ours.
In compuling imput requirements for a-given oulput, we must frequentliy rfalil
back on US experience. TYet we knowthat this is in many instances groscly mis~
leading. For example, the US coal miner producee on the average about four
timee as mch coal per day as his Eurcpean counterpart. In other respests,
Soviet techniques may well be shead of curs. Unless we ean got limits to
the possible range of technical methods that the Soviets may be using, our
estimates will be subject to wide marging of error.

This information 18 not easy to get. We know or cam learn s good
deal about prewar methods, both from the literature and from the people who
participated in the design of their industrial esoncuy. We ean, of coursa,
find out what went to the USSR under Lend-Lease. For more recent information
we must depend on the visual observations of defectors, prisoners of war,
occaslonal travelers, and the like; on items in the Soviet press, radlo, amd
technical publications; on inferences from what we can learn about inputs
for given outputs, etc. We must have more studies on Soviet industrial
techniques, '

H,

In & broad sense this can be desoribsd as ths need for more sttention
to trade. We have examined in ocur recemt work on the Buropean Satellitss oems
of the wvays in which they are dependent upon the USSR and the USSR in turn is
dependent upon them. A& mainr gap revealed in this prejeet, however, was ths
absence of even approximate information on the camposition and volume of
intra=Bloc trade. Studies on China have revealed a similar vealkness in our
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‘movledgs of what China is getting from and glving to the USSR.

Of equal importance is the development of more ioformation on the
interdependence of major areas within the USSR itself. To vhat extent
doss the Soviet Far Eest depend for its sconcmie potential upon its
sanouhat temuous connections with the rest of the Soviet Union? How selfe
sufficient ¢ the Urals industrial corplex? What are the economie relaticns
botween the Caucasus and other Soviet sreas? Theas questions are important
to the analysis of the capabilities of transport, pewer, and communication
uoteg of vulnerobilities of many kinds; and, to scwe extent, of intentions,

I

Alnest eny investigation of a major sector of the Soviet economy
leads one buck to the problem of hew to add up incommensurables, Suppose
we can estimate the output of warlous kindz of machine tools. How are we
Lo measure changes in the total economie effort that gosz into machine tocl.
production as the ccmposition of output changea? It 1s conmem Imovledge
that the prices pul wupon geods traded by the USSR with the Satellitea are
sharply dlstorted for political ressons. What then is the over-all volume
of trads betwsen the USSR and Rungary in each dirsetion? How does the
proportion of Soviet resources being deveted to expansion of productive
Tacilitise compare with that, 8ay, in 'astern Burops? One 1s stopped on
the problem of how to measure resourcesn devoted to such ezpansion,

This 1s & problem on which a pood dsal of work has besn dons cutside
the Government. Perheps more can be put in progress by cxternal research
contracta. But a good deal of effort is needsd to bring the results into
such a form that they can be used to snswer pressing problems now baffling
Govermment analysta, ‘ :

mmm
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